Abstract. The thesis focuses on the impact of stock market valuation on the performance of M&A. Listed companies from Shanghai and Shenzhen Stock Exchange M&A events between 2012 and 2014 are chosen as the study sample, the stock market valuation is measured by average PE monthly, and the performance of M&A is calculated by financial data. Through the analysis, the following conclusion is drawn: in the over-valuation period, there are more M&A events. And the performance will be worse when M&A events occur in the over-valuation period. On the basis of the conclusion, the author put forward some suggestions to listed companies.
Introduction
In recent years, Chinese M&A market has never stopped growing. M&A and restructuring have become very important means for the adjustment of industrial structure and rational distribution of resources in China's listed companies. M&A can not only change the internal personnel structure of enterprises, standardize the corporate governance mechanism, improve competitiveness, but also adjust the industrial structure of the whole society and enhance the economic benefits of the entire community.
Rhodes-Kropf et al. (2000) put forward the stock market-driven M&A idea and set up corresponding theoretical models [1] . The analysis deduces that listed companies are more likely to conduct M&A activities when the market is overvalued. Shleifer and Vishny (2003) found that wrong stock price would have an impact on the occurrence of mergers and acquisitions, and would be more likely to occur if the company's stock price was overvalued [2] . Jovanovic and Rousseau (2001) also found that more M&A events occurred during the period of overvaluation [3, 4] . They used the Q value to represent the market valuation. Empirical studies find that the higher the Q value, the more likely M&A transactions occurre. James and Cheng (2006) , who opted to use the book-to-market ratio to represent market valuations, reached the same conclusion [5] . Further exploration by Rhodes-Kropf and Viswanathan (2004) concluded that market valuations also affected M&A performance by empirical study [6] . According to Goel and Thakor (2005) , M&A, which occurs when the market is overestimated, has lower returns but higher M&A benefits during the trough [7, 8] . Imen Tebourbi (2005) , with an empirical study of Canadian capital markets, concluded that wrong prics of corporate shares could have an impact on the performance of M&A [9] . This shows that stock market-driven theory is also applied to another market except the U.S. capital market.
However, Chinese stock market is not as mature as the western capital market, and the market participants are non-rational. Our market participants may have different behaviors depending on the cultural background and therefore get the opposite conclusion. This article, from the behavioral finance perspective, studies the impact of degrees of the stock market valuation on mergers and acquisitions performance.
Research Design
Accroding to the basic theory -Security Market Drive Acquisition, this chapter puts forward the main hypothesis combined with actual development of Chinese capital market. At the same time, the section presents design plan of multivariate regression equation.
Hypothesis
According to Security Market Drive Acquisition theory, managers are more likely to choose M&A mainly by equity when the market is overvalued [2] . As a result, market participants, especially investors, become overconfident and irrational, making many stock prices higher than their own real value. Research by Bouwman and several other researchers (2009) shows that during over-estimation period, there are many optimistic market investors in the markets and more M&A events may occur [10] . On the basis of the theory, this article puts forward the hypothesis:
H: The stock market valuation is related to the M&A performance of listed companies.
Data and variables
This paper uses descriptive statistics and empirical analysis to explore the relationship between the valuation of the stock market and M&A performance. M&A events must conform to the following: listed companies in Shanghai and Shenzhen markets are main mergers, and successfully obtain the acquired company's control. Samples are selected accroding to the following criteria: (1) exclude finance and insurance industry data; (2) exclude related party transactions, unfinished and control unchanged M&A events; (3) select domestic transactions that transaction volume is higher than 20 million yuan; (4) The stock market valuation will use the average PE value of Shanghai and Shenzhen markets each month. The average PE value data of Shanghai and Shenzhen markets comes from the official websites of the two major stock exchanges in Shanghai and Shenzhen. The data of this acquisition event comes from Wind Consulting Financial Terminal database, and the financial data from the RESSET database. The data is processed by EXCEL, and we use EViews to test empirically.
Accroding to Bouwman and several other researchers (2009), the paper builds the following model by using average monthly PE value of market to measure the valuation of the entire stock market [10] : PE = a 0 + a 1 X + a 2 X 2 + a 3 X
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(1) The PE value here represents the monthly real average price-earnings ratio based on the monthly average PE of the stock market published by the two major stock exchanges in Shanghai and Shenzhen. X represents time series starting from 2012, defining January 2012 as 1, February as 2, March as 3, ..., and December 2014 as 36.
In the study of the relationship between the two quantities, we assume the linear, quadratic and cubic equations in turn, and carry out fitting test. Select the most fitting equation to estimate the PE value. The top 50% months with the difference greater than 0 is the market overestimated month, the last 50% months with the difference less than 0 is the undervalued market month, and the rest is the neutral valuation month.
In the study, two dummy variables, High and Low, are defined as periods of overvaluation and underestimation of the market, respectively. M&A occurs in the overestimated month, High value equals to 1, otherwise takes 0; M&A occurrs in the undervalued month, Low takes 1, otherwise takes 0.
The measurement of M&A performance will be based on the method used by Zhao (2000) , that is, the difference between Rate of Return on Assets of the year before the completion of the merger and the rate of the year after the completion [11] . If M&A of a listed company occurs in different months, we do not overlap or only take the first M&A event as a sample of the study, which can increase the sample size and improve the rigor of the study. The paper calculates the performance of the merger as follows:
Apart from explanatory and explained variables, we also choose significantly influential factors, for example: size, ROE, M&A relative size.
Results
We take monthly average PE value as dependent variable and time as independent variable to fit linear, quadratic and cubic equations respectively. The result shows that quadratic equation has the highest fitting degree, and two independent variables and constant items are significantly significant at the level of 5%. The results of the study are summarized in Table 1 and Table 2 . The fitting equation is established according to the following results. According to the model obtained above, we calculate the monthly PE value of Shanghai and Shenzhen stock markets. And in 2012-2014 Shanghai had 9 undervalued months, 9 overvalued months and 18 neutral months. Shenzhen had 8 underestimated months, 9 overvalued months, and the remaining 19 months were neutral market.
Descriptive statistics
If 330 M&A events are classified by market valuation degree, there are 66 mergers and acquisitions in the period of overvaluation, 59 mergers and acquisitions in the underestimated period, the remaining 205 occurs in the neutral valuation period. In 2012-2014, Shanghai Stock Exchange market was undervalued for 9 months and 9 months in overvalued market. Shenzhen Stock Exchange has been undervalued for 9 months and overvalued for 8 months. It can be seen that the overestimated months in China's entire capital market are less than the trough months, but on the other hand, more M&A events occur when the market is overestimated. This is in line with the existing conclusion that the level of market valuation is indeed related to occurance of mergers and acquisitions. The first column is based on a sample of 330 M&A events in the Shanghai and Shenzhen stock markets to study the relationship between the market valuation and M&A performance. The second column is the regression result of 86 eligible M&A events in the Shanghai stock market. The third column is the regression result of 242 M&A events in the Shenzhen market. The regression results of 330 M&A events show that: the coefficient of the dummy variable High is -0.0055; the coefficient of Low is 0.0109; the corresponding t values are 3.7581 and 4.4290, respectively, which are significantly correlated at 5% level. It can be concluded that M&A performance is significantly correlated with the valuation of the stock market; M&A performance is lower during period of overvaluation in the market, and M&A performance during times of underestimation is good. In addition, according to the regression results, the coefficient of the ROE is 0.1353, and the t-value is 3.4213, which is significant at the level of 5%. Therefore, it can be concluded that the ROE of the company is a key factor that affects M&A performance.
In addition, the results show that the adjusted R-value is small, indicating that the fitting degree of independent variables and dependent variables is poor, that is to say, it is not convincing to use the linear regression model to explain the M&A of listed companies. Because the sample number in the Shanghai stock market is too small, the fitting degree is only 0.006, and the coefficient of return on net assets is 0.0280, t value is 0.5321. Therefore, the relationship between ROE and M&A performance has no significant correlation. The coefficient of High is -0.0182 and the coefficient of Low is 0.0050. The t-values of the two variables are 1.886 and -1.665, respectively, and the conclusion that stock market valuation is related to M&A performance can not be obtained. The regression results of 242 M&A events in the Shenzhen market show that the coefficient of High is -0.0016, the coefficient of Low is 0.0109, and the t values are respectively -4.1857 and 3.1757, which are correlated at the level of 5%. It can be concluded that the valuation of stock market is significantly correlated with the M&A performance, and the M&A performance is poor when the market is overestimated, and better when the market is undervalued. The coefficient of ROE is 0.2702 and the t value is 4.6463. It can be concluded that the ROE is significantly related to the M&A performance of the company. 
Conclusion
From the perspective of Behavioral Corporate Finance, this article explores the impact of high valuation of stock market on the performance of M&A events. Based on the sample of 330 M&A events of listed companies in Shanghai and Shenzhen stock markets between 2012 and 2014, M&A performance is measured by the difference between net profit on total assets of the year after the merger and the year before the merger. Based on the existing literatures and combined with the actual situation of the domestic capital market, this paper puts forward research hypothesis and establishes a multiple regression equation to empirically test the impact of the valuation of the stock market on the M&A performance. The specific conclusion of the multiple regression is that the market valuation does have an impact on the M&A strategy, more mergers and acquisitions occur when overestimated. Market valuation and M&A performance are significantly correlated, while the company's internal ROE will also affect the company's M&A performance.
Based on the above conclusions, some suggestions can be put forward to domestic listed companies: more mergers and acquisitions will occur when the stock market is overvalued, but from this study we can find that mergers and acquisitions in overvaluation periods are not as effective as undervaluation period. Therefore, the listed company must be clear-headed, carefully consider the strength of the company and then decide whether to conduct M&A transactions, otherwise it may cause difficulties in the operation of the company.In addition, securities market regulators should improve the quality of information disclosure in capital markets and cultivate rational analysis capabilities of investors in the stock market so that the market price of the stock will better reflect the value of the company, thereby reducing speculation in mergers and acquisitions and therefore increasing effectiveness of the stock market.
